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Administration and Practice of Tax'Invoices

(Pa'rt of the contents is applicable to payers of business tax)

Alfred Chan
Director
China Tax & Investment Consultants Ltd.

Type of tax invoices issued depénds on the taxpayer’s status

General VAT payer Small scale VAT payer

VAT special invaice Issue invoice on its own? Yes Cannot issue invoice (Must be done at tax office)

Ordinary invoice

Issue invoice on its own? Yes

Issue invoice on its own? Yes

TRANSACTIONS FOR WHICH VAT SPECIAL
TAX INVOICES ARE NOT TO BE USED

QUALIFICATION FOR BEING RECOGNIZED AS VAT
GENERAL TAXPAYER

1. Small taxpayer supplies goods or taxable services; 1. Annual sales reaching 1 million yuan or above
2. Sales of VAT-exempt goods; {production enterprises) or 1.8 million yuan or above
3. Supply of goods or taxable services to consumers; (commercial enterprises);
4. Supply of specifié goods (cosmetics, cigarettes, and 2. Taxpayer should submit application;
vehicles etc); 3. The accounting staff holds a license and the books are
5. The buyer is a payer of business tax (such as property kept in accordance with PRC accounting rules;
developers, construction companies, advertising or 4. Maintaining a sound accounting system to enable tax
transportation companies); officials to ascertain the output VAT and input VAT,
6. Sale of export goods; and
7. Goods are to be used for collective or personal 5. Tax invoices are properly kept in accordance with the
consumption; and provisions.
8. Gift of goods at no consideration.

SALES AMOUNT, VAT, AND [NVOICED VALUE FOR
BUSINESS QUOTATIONS

Given that invoiced value including VAT is 100.

General taxpayer
VAT =100 / 117 x 17% = 14.53
Sales amount =100 /117 = 85.47

Small scale taxpayer

VAT =100 / 1.06 x 6% = 5.67 (production enterprise)
Sales amount =100 /1.06=94.33

VAT =100 / 1.04 x 4% = 3.85 (Commercial enterprise)

COMPUTATION OF VAT PAYABLE

Method VAT payable

Simple computation
{Small scale taxpayer)

Sales amount x levy rate
(Note: no input credit)

General computation
(General taxpayer)

Output VAT = Input VAT
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COMPARING GENERAL VAT PAYER AND SMALL SCALE
" TAXPAYER

{Example 1)

General VAT payer

+  Sales1,000; (VAT 17% =170)

+  Purchase 900; (VAT 17% = 153)

. VAT =(1,000-900) x 17% = 170 - 153 = 17

Small-scale taxpayer
« VAT =170/ 1.06 x 6% = 66.23 (Production Enterprise)
+ VAT =170/ 1.04 x 4% =45 (Commercial Enterprise )

COMPARING GENERAL VAT PAYER AND SMALL SCALE
TAXPAYER '

(Example 2)

General VAT payer

+  Sales 1,000; (VAT 17% = 170)

«  Purchase 100; (VAT 17% =17)

+ VAT =(1,000 - 100) x 17% = 170 - 177=153

Small-scale taxpayer
* VAT is the same as Example T above.

COMPARING TAX BURDENS

By comparison, the percentage of added value in Example

1is low and thus the tax burden is lower; the percentage

of added value in Example 2 is high and the tax burden-is

higher. R

+  Percentage of value added = (Sales — Purchase) / Sales
X 100% _

»  Percentage of Value Added and Tax Rate are not
necessarily the same.

- for general taxpayer, VAT is computed on the
percentage of value added; for small taxpayer, VAT is
computed on the sales amount.

VAT LIABILITY VERSUS TAX INVOICE

« VAT liability is independent of the type of tax invoices
used.

SCOPE OF VAT / BUSINESS TAX

Type ~ Scope of tax Including

VAT Sale of goods;
importation of goods

Providing processing,
repairing and
replacement service

Sale of immovable
property

Business Supply of taxable
Tax services; transfer of
intangible assets

FUNCTION OF TAX INVOICES

Sales recognition

Original document for accounting use
Tax computation )

Receipt

rai N

UNLAWFUL ACTS OF HANBLING TAX INVOICES
(APPLICABLE TO VAT AND BUSINESS TAX PAYERS)

—

Purchasing tax invoices from organizations ar

individuals other than the tax bureau;

2. Sale or transfer of blank tax invoices for a profit;

3. Providing tax invoices for other parties or borrowing
tax invoices from other parties; and l

4. Using receipts in lieu of tax invoices.

UNLAWFUL ACTS FOR ISSUING INVOICES

1. Failure to issue invoices for taxable transaction;

2. Issue invoices on behalf of third party or request third

party to issue invoice; '

3. Issuing invoices for fictitious transactions;

4. Goods do not matched with details in invoices issued;
and - :

5. [ssuing invoices for transactions which fall outside the
scope of VAT.

INTERNAL CONTROL SYSTEM FOR TAX INVOICES
(APPLICABLE TO VAT AND BUSINESS TAX PAYERS)

1. Designated personnel in charge of safekeeping blank-
tax invoices;

2. Keep unused tax invoices in a safety box;

3. Division of duty between custody and issue of invoices;
and ‘

4. Division of duty between keeping invoice stamp and
using stamp for invoicing purposes.
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RULES AND PENALTY FOR LOST OR STOLEN TAX
INVOICES {APPLICABLE TO VAT AND BUSINESS TAX
PAYERS)

1. Taxpayers shall report to tax bureau immediately;

2. Publish a public notice {Declaration of lost invoices) on
designated media;

3. Paying the publishing fee;

4. A taxpayer who fails to keep tax invoices in good
custody is liable for a fine below RMB10,000, and is
not allowed to purchase tax invoices from the tax
authority for a certain period;

5. If it is found that lost tax invoices have been used
fraudulently, the taxpayer shall assume legal
responsibility for tax evasion jointly and severally.

TIME FOR ISSUING TAX INVOICE

+  Sales on cash-and~carry terms: date of receipt of
payment;

+  Credit sales: date of payment stipulated in the
agreement;

+  Consigned sales: date of receipt of consignment order;

«  Advanced deposit: date of shipment {For property
developers, date of receipt of pre-sale payment).

REVENUE MEASUREMENT AND TAX
INVOICES

A wholesaler sells goods to a retailer for RMB1 million
and gives a trade discount of 20% to the retailer. The
wholesaler issues a VAT Special Invaice for RMB 1 million,
and issues a cradit note of RMB204,000. The analysis of
the accounting and tax treatment are as follows:

Sales recognized under accounting rules: RMB 0.8 million;
the sales amount under VAT and income tax rules: RMB 1
millien.

The use of credit note results in higher amount of tax
payable. The trade discount should be printed on the same
VAT special invoice in order to obtain the deduction from
gross revenue. (See Guoshuifa (1997) No. 472)

After receipt of goods, the retailer discovers that some
goods have quality problems. The wholesaler agrees to
give a 10% discount on gross amount of RMB1 million.
Accordingly, it issues a second credit note for RMB100,000
million to the retailer. The account receivable from

the retailer is further reduced frorn RMB800,000 to
RMB700,000.

- The tax implication is as follows:

»  The use of credit note is not tax efficient.

+  Since the quality problem is discovered after delivery,
the wholesaler cannot state the sales discount on the
original VAT special invoice.

There are two possible treatments, depending on whather
the buyer can return the tax invoice;

< Ifthe buyer can return the tax invoice and the copy,
the wholesaler can issue a revised tax invoice;
+  If the buyer already made payment or has used the tax
. invoices for accounting purposes, the seller needs to
obtain from the buyer a copy of "Notice of Issuing VAT
Special Credit Note” issued by the tax bureau in charge
at the city where the buyer is located before the seller
can isste credit note and reduce the sales amount for
VAT and IT purposes.

See SAT Document Guo Shui Fa (2006) No. 156

TAXATION ON RETURNED GOODS TAKING
PLACE ACROSS DIFFERENT ACCOUNTING
PERIODS

‘Company A sold goods costing RMB70 to Company B for

RMB100 on 10" December 20X1. Company B returned
the goods on 28th January 20X2. The board of directors
of Company A had not approved the financial statement
for the year ended 20X1 until 31st March 20X2. Assuming
that the.corporate income tax rate is 30% and we also
ignore the legal requirement for profit appropriations. In
accordance with the accounting rules for post-balance
sheet events, the accounting entries for goods returned
taking place after the balance sheet date but before the
approval of the accounting reports will be as follows:

(1) Adjusting sales income

Dr. Prior year adjustment (Profit & Loss) - 100
Dr. VAT payable —17

Cr. Account Receivable — 117

{2) Adjusting cost of sales
Dr. Stock in trade + 70
Cr. Prior year adjustment {P / L) + 70
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(3) Adjusting the income tax 30% x 30 =9
Dr. Income tax payable -9

* Cr. Prior year adjustment + 9

{4) Adjusting the retained profit
Dr. Retained profit -21
Cr. Prior year adjustment +21

The balance sheet extracts will show the following:

Assets Liability

Inventory +70 | Retained profit =21
Account receivable | -117 | Tax payable -17-9
Total -47 | Total - 47

The PRC accounting rules require the adjustment to be
made to the profits of the preceding year in accordance
with the rules for post-balance sheet events since the
directors have not approved the accounting reports. The
VAT rules do not allow the return of goods to be adjusted
retrospectively. The adjustment should be made in January
2005 when the return of goods took place. Again it is
assumed that the accounting profit and the taxable income
report no differences, RMB1,000 in 2004 and RMB3,000
in 2005 respectively. The accounting reports, income tax
returns and VAT returns will show the adjustments in
different periods:

Profit and Loss | IncomeTax | VAT Re‘curns1
Account Return
Income 2004 1,000 =100 1,000 =100 1,000
Income 2005 3,000 3,000 3,000-100
Both 2004
and 2005 3,900 3,900 3,500

TAXATION ON RETURNED GOODS WITH
QUALITY OR SPECIFICATION PROBLEM IN
IMPORT-EXPORT TRANSACTIONS

- Ifthe imported goods are returned in original condition
within one year from the importation date, the Chinese
Customs shall not impose export tax; the consignee
can apply for the refund of import duty and VAT within

one year from the date of duty and VAT payment.

+  If the export goods are returned in original condition
within one year from the exportation date, the Chinese
Customs shall not impose import duty and VAT; the
consignor can get a refund for export tax, if any,
within one year from the date of making the export
tax payment, subject to the return of VAT refund for
export goods.

TAXATION ON COMPENSATION GOODS AT
NO CONSIDERATION RELATING TO IMPORT
—EXPORT TRANSACTIONS

+  After completing the procedure for the return of
import goods or surrendering the import goods to
the Customs, the consignee can import identical
compensation goods at no consideration and tax~free,
on the condition that the duty and VAT paid has not
been refunded.

+  After the return of export goods, the consignor
can export identical compensation goods at no
consideration and tax-free.

*+  The taxpayer shall exercise its right to apply for duty
and tax exemption on the compensation goods within
the warranty period under the contract, subject to
a maximum period of three years. If the taxpayer
does not submit the application within the stipulated
period, the Customs shall not entertain the application
for duty and tax exemption. CTI
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